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TURNOVER: CLOSING THE REVOLVING DOOR
We all know the feeling when good staff accountants
with one-to-two years experience walk into our
offices and close the door behind them. We are fairly
certain we know exactly what they are going to say:
They have been offered another position, either with
another CPA firm or in industry, at a substantial
increase in salary. It is an all-too-familiar story.
One of the reasons for high staff turnover at the
one-to-two year level is the negative impression peo
ple get when they first enter the profession. Inade
quate instruction and supervision on my first day at
work, for example, resulted in my making a mistake,
being reprimanded, receiving constant ribbing
from my peers, and eventually my self-esteem being
destroyed.
At my first evaluation after one-and-a-half years
with the firm, the managing partner spent little
time on my strengths, focusing instead on perceived
weaknesses that I had never been told about. I
decided to leave the profession, and a call from a
placement agency ended with my accepting another
position. When I told the managing partner, how
ever, he invited me to his home where we had a
pleasant three-hour conversation. This time, he lis
tened, and related to my concerns and experiences.
The result was my remaining in the profession.
The opportunities for CPA firms are tremendous,
but the shortage of skilled personnel is acute and
likely to continue to be so for the next three to five
years. Demographers forecast that there will be four
million fewer people entering the workforce
between 1989 and 1992/3. Also, there will be fewer
graduates majoring in accounting. Positions in
finance and industry will also tug at the available
supply of CPAs, and those with two-to-five years
experience, who are happy with their progress in
their current positions, will not be in the market for
new jobs. It is essential, therefore, that CPA firms
retain skilled staff members.
Work has always been pushed down to the lower
levels as more-senior people leave a firm, but the

demands made on staff with one-to-two years expe
rience are greater now than ever before. Now, we
expect two-year people who are still struggling to
become technically competent to realize
1,800-1,900 chargeable hours, manage engage
ments and other staff, and market services. Its an
impossible task. Thus, each firm needs to allocate
additional training time for the less-experienced
professional to learn how to manage people and
engagements.
The concept of loyalty is not what it used to be,
either. Young people have seen their parents made
redundant by companies at which they have spent
their entire careers. Many consequently decide that
being loyal to a firm is not worth it if opportunities
seem better elsewhere. Some of the reasons staff
give for leaving public accounting to go into indus
try are the poor supervision and training they have
received, long hours because of inadequate staffing,
unfulfilling assignments, a desire to receive recogni
tion for a job well done, and a need to, generally,
work in a more positive environment.
What can we do about the problem?
A step in the right direction might be to create a
human resources department in the firm, staffed by
people who have taken some psychology courses in
college. To retain staff, you must first find out why
people leave the firm. This can be done by con
ducting exit interviews and by surveying firm
alumni. Counseling staff can also help.
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By their third year, staff accountants are ready for
new challenges and have a thirst for knowledge.
Through regular counseling sessions, you can find
out if people are happy, if they think they are learn
ing, and working with competent people, and if they
think the firm is a place where they would like to
work for at least another year.
One way to keep people in public accounting, and
in your firm, is to implement a self-development
program. This could include staff enrollment in
Dale Carnegie courses and joining Toastmaster
Clubs to help build individual self-esteem and
improve public speaking skills.
It is the younger members of the staff who have
had the most exposure to microcomputers and soft
ware. Why not make them responsible for training
others in their use? Those firms that allow people to
become part of the team and contribute ideas for
improving operations will be the firms that are able
to attract and retain excellent staff.
Implementing a staff retention program
Effective efforts at staff retention would include
programs to improve professional training and pro
ductivity, and give greater advancement opportuni
ties to staff. Time management programs and the
use of modern office equipment—microcomputers,
dictation and telecopier transmission equipment,
etc.—can help engagement efficiency and let staff
know that the firm is keeping up with the latest
technological developments.
You might also consider staffing alternatives such
as internship programs, and hiring paraprofes
sionals and part-time employees to absorb some of
the duties presently being handled by full-time pro
fessional staff. An internship program we started
when I was in public practice proved to be effective.
We approached a local university with an offer to
the two top sophomores in its accounting program.
We offered to pay the tuition for their junior and
senior years if they would work for us a certain
number of hours during the week and sometimes
during vacations. At the end of two years, both sides
would have the option of deciding whether employ
ment would be full-time or not. The offer was
accepted, and this internship program resulted in

our obtaining two staff members annually, each of
whom had the equivalent of one year's work experi
ence with us.
A paraprofessional program could be aimed at
recruiting graduates of two-year junior colleges. To
make employment attractive and foster loyalty
toward the firm, the program could include career
planning and further educational opportunities.
Part-time employment and hiring disabled per
sons for professional positions are options that
every firm will have to seriously consider in the
years ahead. Also, as more women enter accounting,
firms will have to consider making daycare arrange
ments, changes in benefit programs, and introduc
ing flexible work hours.
Some other practices that can help in retaining
staff are implementing career-path programs, set
ting up training and educational game plans, and
reviewing the job environment and quality of work
life in the firm. Open communication is a must, and
each firm should have periodic retreat days so that
bothersome issues can be discussed.
If your firm is to achieve the results you want, you
must get the cooperation of staff. You should be
willing to change the environment in which people
work, and bring staff into the decision-making pro
cess as much as possible. One way to motivate young
staff is to discuss the many positive aspects of the
profession that were brought out in the survey con
ducted by Louis Harris and Associates in the sum
mer of 1986.
CPAs must become better managers of people.
This will necessitate developing leadership and
communication skills. It will also require compas
sion, listening to people, telling them they are
appreciated, and praising them for a job well done.
To summarize, firms should plan to meet the
shortage of skilled help, implement personnel
development programs, create permanent profes
sional positions, and address the "staff turnover”
problem in their strategic plans. Any firm, after all,
is only as good as its people. □

—by Robert J. Gallagher, CPA, R. J. Gallagher and
Associates, Inc., Suite 1M, The Tower at Chatham
Center, Pittsburgh, PA 15219, tel. (412) 281-4644
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Highlights of Recent Pronouncements

FASB Statement of Financial
Accounting Standards (SFASs)
No. 97 (December 1987), Accounting and Reporting
by Insurance Enterprises for Certain Long-Duration
Contracts and for Realized Gains and Losses from the
Sale of Investments
□ Applies to all insurance enterprises to which
FASB Statement no. 60, Accounting and Report
ing by Insurance Enterprises, applies.
□ Establishes standards of financial accounting
and reporting for the following classes of longduration contracts issued by those enterprises:
1) Investment contracts.
2)
Limited-payment contracts.
3)
Universal life-type contracts.
□ Amends FASB Statement no. 60 to require the
reporting of realized gains and losses on invest
ments on a pretax basis as a component of
other income and precludes the deferral of real
ized gains and losses to future periods.
□ Requires the retroactive deposit method be
used to account for universal life-type con
tracts.
□ Requires capitalized acquisition costs associ
ated with universal life-type contracts be amor
tized based on a constant percentage of the
present value of estimated gross profit
amounts from the operation of a "book” of
those contracts.
□ Requires long-duration contracts issued by
insurance enterprises that do not subject the
enterprise to risks arising from policyholder
mortality or morbidity (investment contracts)
be accounted for in a manner consistent with
the accounting for interest-bearing or other
financial instruments.
□ Addresses limited-payment contracts that sub
ject the insurance enterprise to mortality or
morbidity risk over a period that extends
beyond the period or periods in which pre
miums are collected and that have terms that
are fixed and guaranteed.
□ Requires revenue and income from limited
payment contracts be recognized over the
period that benefits are provided, rather than
on collection of premiums.
□ Effective for financial statements for fiscal
years beginning after December 15, 1988. Ear
lier application is encouraged. Accounting
changes to adopt the Statement should be
applied retroactively through restatement of
all previously issued financial statements pre

sented, or if restatement is not practicable, the
cumulative effect is to be included in net
income in year of adoption.

No. 96 (December 1987), Accounting for Income
Taxes
□ Establishes financial accounting and reporting
standards for effects of income taxes resulting
from an enterprises activities during the cur
rent and preceding years.
□ Establishes financial accounting and reporting
standards for income taxes that are currently
payable and for the tax consequences of:
1) Revenues, expenses, gains, and losses that
are included in taxable income of an earlier
or later year than the year in which they are
recognized in financial income.
2) Other events that create differences between
the tax bases of assets and liabilities and
their amounts for financial reporting pur
poses.
3) Operating loss or tax credit carrybacks for
refunds of taxes paid in prior years and car
ryforwards to reduce taxes payable in future
years.
□ Requires an asset and liability approach for
financial accounting and reporting for income
taxes.
□ Prohibits recognition of a deferred tax liability
or asset related to goodwill.
□ Requires recognition of a deferred tax liability
for analogous types of temporary differences.
□ Requires recognition and measurement of a
deferred tax liability or asset take into account
tax-planning strategies, provided they meet
certain criteria, that would change the par
ticular future years in which temporary dif
ferences result in taxable or deductible
amounts.
□ Requires a deferred tax liability or asset be
adjusted in the period of enactment for the
effect of an enacted change in tax laws or rates.
□ Effective for fiscal years beginning after
December 15, 1988. Earlier application is
encouraged.

Statements of the Governmental
Accounting Standards Board

No. 7 (March 1987), Advance Refundings Resulting in
Defeasance of Debt
□ Provides guidance on accounting in govern
mental fund types for advance refundings that
Practicing CPA, May 1988

4
result in defeasance of debt recorded in the
general long-term debt account group.
□ Provides guidance on required disclosures
about advance refunding transactions of all
governmental entities regardless of where the
debt is reported.

□ Effective for fiscal periods beginning after
December 15, 1986. Earlier application is
encouraged for fiscal periods for which state
ments have not previously been issued, and
retroactive application is permitted for finan
cial statements that have previously been
issued.
No. 6 (January 1987), Accounting and Financial
Reporting for Special Assessments
□ Establishes accounting and financial reporting
standards for capital improvements and ser
vices financed by special assessments.
□ Eliminates the special assessment fund type as
identified in NCGA Statement no. 1, Govern
mental Accounting and Financial Reporting
Principles, for financial reporting purposes.
□ Provides guidance for reporting capital
improvement assessment projects that meet
certain conditions.
1) Initial financing is provided by existing
resources and no debt is issued.
2) The assets constructed or acquired will ben
efit an enterprise fund.
3) The government is not obligated in any man
ner for the related debt.

□ Defines special assessment debt.
□ Effective for periods beginning after June 15,
1987.

No. 8 (January 1988), Applicability of FASB State
ment No. 93, “Recognition ofDepreciation by Not-forProfit Organizations", to Certain State and Local Gov
ernment Entities
□ Provides guidance on the applicability of FASB
Statement no. 93, Recognition of Depreciation
by Not-for-Profit Organizations, to certain state
and local governmental entities.
□ Provides guidance for those governmental
entities, other than hospitals, whose private
sector counterparts are considered by the
FASB to be not-for-profit organizations and
that follow specialized industry accounting
and reporting principles contained in the fol
lowing AICPA pronouncements:
1) AICPA Industry Audit Guide, Audits of Col
leges and Universities (1973),
Practicing CPA, May 1988

2) AICPA Industry Audit Guide, Audits of Volun
tary Health and Welfare Organizations (1974),
or
3) AICPA Statement of Position, Accounting
Principles and Reporting Practices for Certain
Nonprofit Organizations (1978).
□ Effective upon issuance, January 1988.

Information for Members

Technical information
The primary responsibility of the twelve peo
ple who staff the Institutes technical informa
tion service is to answer members questions
on technical matters. They receive some 30,000
inquiries per year on accounting principles,
financial statement presentation, auditing and
reporting standards, and certain aspects of pro
fessional practice, excluding tax and legal mat
ters. If you would like some assistance, we
encourage you to call toll-free: United States,
(800) 223-4158; New York State, (800) 522-5430.

Library services
The AICPA library’s staff can offer assistance
on a broad range of business topics. AICPA
members anywhere in the U.S. may borrow
from the library’s extensive collection. For as
sistance, just call these toll-free numbers:
United States, (800) 223-4155; New York State,
(800)522-5434.

Please note that toll-free calls cannot be
transferred to other Institute departments.

NAARS accounting and financial data library
Subscribers have access to different types of files
in the Institute’s NAARS library. These are
annual reports, including financial statements,
footnotes, auditors’ opinions, and all current
and superseded authoritative and semiauthoritative literature from the AICPA, FASB,
GASB, and SEC. For further information, just
call this number: (212) 575-6393.
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Ten Ways to Protect Microcomputer Disks

Microcomputers are valued by CPAs because they
permit the storage and rapid manipulation of vast
amounts of information and data at reasonable cost.
The speed and relative ease of computing has its
dark side, however. While it is quick and relatively
easy to develop reports, form letters, proposals,
“what if" situations, and even entire accounting sys
tems, etc., it is also just as easy to lose this informa
tion, even when stored on disk.
Lets consider the floppy diskette for a moment.
The most commonly used method of storing infor
mation and data, a double-sided, double-density
5¼-inch diskette, can store approximately 360,000
characters of information—about eighty pages of
single-spaced, typewritten material. The smaller,
plastic-enclosed 3½-inch microdiskette can hold
almost three times as much, while the latest genera
tion of microdiskettes can store 2 megabytes (about
2 million characters) or more.
"We’re talking about size on such a tiny scale that
its hard for us to imagine in terms of paper-andpencil dimensions," says William Monahan, general
manager for Data Recording Products, Magnetic
Media Division of 3M Company in St. Paul, Min
nesota. "Anything that scars or distorts the surface
of the disk can cause the loss of pages of material. If
the media is flawed to begin with, or if the protec
tion provided by the jacket or envelope is negated,
you are going to have problems," he adds.
With knowledge of how floppy diskettes can be
damaged, you can lessen the chances of losing data
stored on them. Here are ten ways to protect your
disks:
□ After you have applied a label to a diskette,
don't write on it heavily with a pencil or ball
point pen. Instead, use a felt-tip pen, and, pre
ferably, write on the label before you affix it to
the diskette.
A floppy diskette isn’t really floppy. It con
sists of a thin disk of somewhat flexible, oxide
coated polyester film that must spin freely
within a protective jacket made of polyvinyl
chloride (PVC) or plastic. While it spins, a sen
sitive magnetic head in the disk drive either
"writes” information magnetically as tiny
charges in the oxide surface, or “reads" infor
mation previously written. Within the environ
ment of the disk drive where this occurs,
temperatures can exceed 100° Fahrenheit.
Pressing down on the label with a ballpoint
pen can crumple the protective jacket against
the disk, resulting in abrasive action and loss of
data when it spins. Also, a pencil can smudge,
and loose graphite settle on the surface of the

disk—again, resulting in loss of stored data.
□ Don’t stick one label on top of another on the
diskette. The tolerances in disk drives are close,
and multiple labels can become jammed.
Always carefully peel off the old labels.
□ Don’t attach documents to the diskette with
paper clips (and certainly don’t staple them)
because the pressure can deform the jacket.
Even jackets 10 mils thick can’t resist that
much pressure.
□ Don’t let diskettes get hot because excessive
heat could cause the plastic to deform. Keep
diskettes out of the sun and never leave them in
a vehicle.
□ Don’t use a portable computer in direct sun
light. The heat could cause the disk to expand
while you are using the disk drive, so that when
you return to a cooler environment, the disk
may warp and become unreadable.
□ Remove magnetic objects from the computer
area. Magnetic paper-clip holders, fluorescent
lamps, the motors in electric typewriters, and
copiers all generate magnetic fields that can
erase data. Keep diskettes six to twelve inches
away from anything you suspect might be mag
netic.
□ Always store diskettes in disk boxes. This will
enable you to organize the diskettes by data
classifications and to keep them dust-free.
Look for diskettes packaged in cardboard car(Continued on page 8)

Practicing CPA, May 1988
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The Family Business:
Building the Future (Part 2)
The first part of this article, in the April issue, dealt
with the owner/parent’s maintaining an operational
balance between business and family when bring
ing the next generation into the family business.
This part will focus on methods for the owner to get
out of the business. To illustrate these methods, let’s
consider a composite of actual situations that faced
some owners of family businesses.
The business is the H.P. Smith Company, man
ufacturers of garden shears. It is wholly owned by
George Smith, 59, son of the deceased founder. His
two married sons are vice-presidents. The company
has always been profitable, but revenue growth has
flattened in recent years, and annual profits have
been small. The company’s products are well
respected, but foreign competition has made
inroads to some traditional customers and lowered
profit margins.
While George has not made definite plans or dis
cussed his thinking with anyone, he has always
assumed that one day his sons would take over the
business and he would retire. While there are a
number of long-term, trusted, nonfamily managers
in the business, he worries whether the company,
under his sons’ management, could hold its own
against competition and continue to provide the
family with a comfortable standard of living.
George is also in a quandary about his own desires
and personal plans. He thinks he should retire, but
he enjoys the business and the time spent at the
plant more than playing golf or going on vacation.
He does not need to work because he could manage
fairly well on his profit-sharing funds and invest
ments. Any significant rise in the cost of living
would have a severe impact, however, and George
would like to have either an additional retirement
income or the proceeds from the sale of the business.
The company is marketable. After consulting with
his accountant and banker, George estimates that
the business and its real property could fetch $2.5
million, from which he could clear $800,000 after
debt and taxes. He also believes he could obtain
employment contracts for himself and his sons. The
possibility of a sale has drawn a negative reaction
from the family, however. What, then, are George’s
options? As his CPA, what do you tell him?
Basically, George can do one of three things:
□ Develop and implement a plan to turn over
operations to his sons, as well as arrange for a
future transfer of stock. He would phase out his
involvement and become inactive in the busi
ness after a certain period.
□ Arrange for a sale of the business with suitable
Practicing CPA, May 1988

employment contracts for the principals.
□ Do nothing for an indefinite period.
From the business viewpoint, a sale might be the
most advantageous option. It obviates the future
exposure of the company in a tougher marketing
environment with a management that may not be
up to the task. A larger, better-situated parent com
pany could probably achieve a higher return. The
negatives to this option would include the pos
sibility that staff might be cut, or the whole opera
tion consolidated with some other facility. The
company would sooner or later lose its identity, and
this could be a bitter disappointment for the family.
From the family standpoint, the other relatives
would prefer the transfer option. Being removed
from company operations, they don’t know about
problems that must be faced, and would most likely
think that if current management can’t deal with
the problems, then it’s time the younger generation
took charge.
From the personal standpoint, either a sale or a
do-nothing option would be preferred by George. A
sale with employment contracts would provide him
with his job, for a limited time, plus financial
security (assuming a cash deal). His sons, however,
would prefer the transfer option so that they could
have their chance at running the company.
From an outsiders perspective, a well-negotiated
sale would seem to offer the most benefits to the
owner and his family. It is George who must decide,
however. Perhaps family pressure to transfer con
trol, pitted against his personal fear of that option,
will cause him to do nothing. This, in fact, is how
many such quandaries are resolved. Let's assume an
owner does want to transfer control, though, and
look at some ways this might be achieved.

Techniques for transferring control
The transfer of control varies proportionally with
the degree of confidence the owner has in his suc
cessors. A graph of this condition is on page 7.
The ideal time to begin planning succession is at
the point where the two lines intersect. Because
both lines exist primarily in the mind of the owner,
there is a tendency to make their slopes more grad
ual, postponing the time for definitive planning.
If the owner dies or becomes incapacitated with
out a plan in place, ownership and control of the
business would pass to the heirs, normally the wife
and/or children. A surviving spouse would normally
inherit the stock. There may be no immediate estate
tax consequences, but the spouse is now burdened
with the business and must decide on its future
course. If children are in the business, they would
likely run it—perhaps not the wisest business deci

7
sion. If no children are in the business, it would
probably be sold, and selling under distress condi
tions could produce less-than-desired results.
If there is no surviving spouse and/or the children
inherit the stock directly, there could be substantial
tax liability, often greater than the cash availability.
Further, if some of the children are in the business
and others aren’t, their personal objectives could be
quite different. The former might wish to perpetu
ate the business and enhance their careers, while the
latter might wish only to remove their tax liabilities
and maximize their cash. This could set up a con
frontation among the children, the effects of which
might last their lifetimes.

The importance of consolidating stock in the
hands of a limited number of individuals is often
overlooked. If stock is divided evenly among chil
dren in each generation, it could easily be held by 20
or 30 individuals in less than 100 years, and make
any sort of unified family control almost impossi
ble. Consolidation is also important in situations
where some of the children are involved in the busi
ness but others are not.

A suggested planning method
The best method would be one that involves all
family members who have or will have a right to
share in the business. It requires them to be (1)

Time

Transfer of ownership can be accomplished much
more satisfactorily with planning. The owner must
first establish objectives, then determine and
choose an available alternative and, finally, execute
the plan. If the objective is to transfer stock to one or
more children, a number of options are available,
including:
□ A gifting program in which stock is gifted to the
child or children over a period of years. This is
best accomplished before the business achieves
a significant net worth, as more of the stock can
be transferred without incurring tax.

□ Buy-sell agreements, which can cover cross-pur
chase of stock among family members, or other
variations such as a stock redemption program
to buy stock from family members through the
corporation.
□ An employee stock ownership program (ESOP), a
device for transferring stock to corporate
employees, owners children included, which
avoids current taxation on the transfer.
The above are but a few of the techniques avail
able to owners who wish to plan, and are merely a
means to an end. The important point is to identify
the end objective and not leave the disposition of the
business to others.

willing to accomplish a plan, (2) able to communi
cate reasonably well with one another, and (3) will
ing to appoint a "facilitator."
The facilitator is someone outside the family who
is trusted and has the skills to conduct the planning
program. He or she would begin by speaking with
family members and key, nonfamily employees, to
obtain company background information and a feel
ing for the family’s objectives. Following this, the
facilitator develops a program of planning meetings
in which the future course of the business and the
role of family members would be discussed. Often,
questionnaires are circulated prior to the meetings
in order to determine participants’ thoughts.
Much like partners’ retreats, such meetings are
best held at locations which are free from outside
distractions. The participants should follow a pre
scribed agenda and exchange views on such matters
as the future growth of the business, requirements
to achieve such growth, opportunities for family
members, and management succession. A written
plan should be prepared at the end of such meetings
which would describe each step to be taken to
achieve the stated objectives. □
—by Jay H. Loevy, CPA, Peat Marwick Main & Co.,
One Financial Plaza, Hartford, Connecticut
Practicing CPA, May 1988
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Microcomputer Disks

(Continued from page 5)

tons designed specifically to serve as storage
boxes.
□ Always keep the diskettes in a sleeve when they
are out of the disk drive. The protective envel
opes of a quality diskette will be made from
material that doesn’t lint, is nonabrasive and
moisture resistant, and which reduces dirt and
dust-attracting static.
□ Don’t touch the shiny, plastic disk. Fingerprints
contain oil which collects dust and grit. Grit on
a spinning disk can grind down read/write
heads in the disk drive.
□ Always buy quality diskettes. These will have a
reinforced hub ring to help ensure proper
media-to-head alignment and reduce wear in
the disk drive.
Saving a few cents on the purchase of diskettes is
false economy if poor quality results in someone’s
having to recompile and reenter all of the data that
is lost from even one floppy disk. In general, lower-

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

quality diskettes have greater rates of failure in for
matting and are more likely to suffer data loss than
high-quality ones. There is also the possibility with
low-quality diskettes of long-term change in or dis
integration of the recording media. Both can result
in loss of information, and actual damage to the
read/write head of the disk drive.
Look for the warranty when you are buying dis
kettes. Mr. Monahan says that the purchaser is buy
ing all the work, experience, and technology
developed through years of making the product, and
that most of the major media manufacturers have
invested millions of dollars to produce items that
now cost users about $2 apiece. For example, 3M
conducts over 300 tests to monitor the materials and
equipment used in diskette production.
One final reminder: Even when using the highest
quality diskettes you can obtain, remember to make
regular backups. □

—by Dale Archibald, P.O. Box 6573, Minneapolis, MN
55406, tel. (612) 724-8917
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